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INTRODUCTION

e in the Hedth Care Financing
Adminigration (HCFA) have
been entrusted by the American

people with an awesome set of
respongbilities. We are the largest purchaser
of hedlth care in the United States — our
programs account for more than one third of
the dollars spent on hedth careinthe U.S.
economy and comprise the third largest outlay
of the Federal Government, behind only
Socid Security and interest on the nationa
debt. We provided hedth care coverage in
1999 for dmost 70 million people— nearly
one out of every four Americans. We run the
Medicare program, providing health care
security and choice for aged and disabled
people in this country. Jointly with State
governments, we run the Medicaid program
and the State Children’ s Hedlth Insurance
Program (SCHIP), guaranteeing access to
hedlth care for America s vulnerable and poor
populations. We regulate clinica laboratory
testing, help to regulate the private hedlth
insurance market, and promote hedlth care
qudlity through survey and certification of
hedth care fadilities such as nurang homes
and home hedlth agencies.

These activities are performed with one
thing in mind: a commitment to the people
who rely upon our programs for the access to
and qudlity of the hedth care they need. Our
mission, though complex in execution, is
smply sated: We assure hedlth care security
for beneficiaries. And our visonisno less
ambitious: In the Sewardship of our

programs, we |lead the Nation's hedlth care
system toward improved hedlth for all.

To carry out our responsibilities, HCFA
maintains its heedquarters in Batimore and
Washington DC, aswell as 10 regiond offices
nationwide. Without the dedication, expertise,
and experience of the 4,600 full- and part-
time employees of the agency, none of the
accomplishments described in this report
could have happened. | am proud and
honored to be associated with this exceptional

group of people.

Astirdess asis HCFA’ s workforce,
however, it could never accomplish al our
mission operating done. Wework in
partnership with many other organizations and
individuas: other Federd and State agencies
and Territorid and Triba governments;
private-sector contractors; health plans,
practitioners, and hedth care facilities,
professond organizations, academia, and
advocacy groups, and beneficiaries and their
families

Working together, we have amassed some
impressive gatigtics. In 1999:

*  Through our contractors, we processed
866 million Medicare dams, including
144 million paper dams.

*  We made monthly payments to as many
as 310 risk-bearing HM Os covering the
care of 6.2 million Medicare enrollees.

* Qur contractors responded to 16 million
benefidiary inquiries and 23 million
provider inquiries, most of which were



made by telephone. We handled another
1.8 million inquiries received via our
Internet Websites.

We adjudicated 20,000 Medicare
managed care appeals made by enrollees,
reviewed more than haf amillion
appedled fee-for-service claims, and
conducted more than 120,000 hearings
on gppeded clams.

Together with the States, we drew nearly
2 million children into SCHIP programs
around the country.

We continued to implement the more than
300 provisons of the Balanced Budget
Act of 1997 (BBA), aswell asthe more
than 130 provisons of the
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Balanced Budget Refinement Act of

1999 (BBRA) that affected our programs
— activity that carried over into this year
aswal.

But asimpressive asthey are, numbers
don't tel the red story. Thered story isour
sarvice to today’ s beneficiaries and the ways
in which we discharge our responghbility to
future beneficiaries.

The chapters that follow show how we
addressed the needs of our beneficiariesin
1999, while maintaining our fiduciary
responsibility to America s taxpayers. They
aso show the chalengeswefacein
continuing to improve our performance and
responsiveness.

{Signed}
Nancy-Ann Min DeParle

Administrator



HCFA Annual Report, page 3

ASSURING THE CONTINUITY OF OUR PROGRAMS. MEETING
THE Y 2K CHALLENGE

CFA’srisk from Y 2K exposure —

the threat to computer programs

stability asthe clock turned over to
January 1, 2000 —was potentidly higher than
that of many other Federd Government
agencies. Asthelargest hedth insurer inthe
Nation, our actions have an impact on the
entire hedth care industry. Congressiond
Y 2K Committees and the General
Accounting Office charged HCFA with a
health care readiness role broader than
Medicare and Medicad, and published
anayses and “readiness grades’ for the
hedlth care sector and HCFA.

The agency faced a daunting chalenge.
We had to check more than 150 computer
systems, containing some 50 million lines of
code, to make sure that they would work
after December 1999. And those figures do
not take into account the systems used by
health care providers, banks, and State
Medicad programsin their interactions with
us.

Because of our efforts and those of our
partners, HCFA's systems entered the Y ear
2000 with virtudly no Y 2K problems or
disruptions. As expected, dl of our
Medicare systems operated properly, as did
the systems of managed care organizations
(MCOs) and State Medicaid agencies.

The time and resources expended to
prepare our systems and those of our
partners for the Y 2K rollover have produced
lagting benefits. Thanks to thiswork, our
Medicare systems are in better shape now
than they have ever been. We have dso

gained experiencein overdl busness
planning and operationa assessments. And
the experience has enabled dl of usto learn
new tools and methodologies and to goply
these techniques to other systems challenges.

System Testing

The New Y ear’ s weekend was the
culmination of amost two years of intense
work by hundreds of employees and
contractors. We had to assurethe Y 2K
readiness of dl the systemsthat process
Medicare fee-for-service clams, pay hills,
manage the digibility, enrollment, and
premium status of Medicare beneficiaries,
and make payments to managed care
organizations. We aso assessed the
readiness of and provided technical
assstance to Medicaid State agencies and
MCOs as they renovated their own computer
systems.

Testing,Certification,andRecertification
Activities. All of HCFA'sinterna systems
were renovated, tested fully, certified
compliant, and implemented prior to January
1, 2000. The testing was the most extensive
and rigorous ever conducted on our systems,
and an Independent Vdidation and
Verification (IV&V) contractor, with
oversght from the Department of Hedlth
and Human Services (DHHS) Office of
Ingpector Generd (OIG), verified the
readiness of our externa contractor systems.

HCFA Oversight and Monitoring of
Contractor Y2K Activities. Beginning inthe
fall of 1998 and continuing long past



January 1, 2000, we conducted an intensive
monitoring effort of each Medicare
contractor or systems maintainer’ s test
progress, using a combination of ongite
personndl, document reviews, performance
and qudity metrics, periodic
teleconferences, and oversight by our IV&V
contractor aswell as by the OIG.

Contingency Planning and Day One
Activities. HCFA and each of the contractors
created and tested detailed backup plans that
could be quickly put into placeif aY2K
problem occurred. HCFA also placed
representatives ondte at each contractor and
gandard system maintainer during “Day
One’ — the January 1 rollover period — to
monitor the continuity of Medicare business
operations and to make certain any problems
were identified, reported, and fixed quickly.

Provider Outreach

A magor component of HCFA’s Y 2K
initiative was outreach to hedlth care
providers. We needed to assure them that
HCFA was ready for January 1, but that
providers needed to be sure that they could
file Y2K-compliant Medicare and Medicad
clams. That meant thet in addition to their
claims software, providers needed to
confirm the readiness of their other business
systems, therr facility infrastructure and their
equipment for patient diagnosis and
treatment. HCFA’ s unprecedented provider
outreach activities included approximately
85 nationa conferences and loca learning
sessons; direct mail campaigns; web
technology; atoll free Provider Y2K
Information Line; media advertisng; and
technology tools. We worked closely with
other government departments involved in
Y 2K outreach to the hedlth care community,
including the Food and Drug
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Adminigration, the Department of Veterans
Affars, the Smdl Busness Association, and
the Nationd Indtitute of Standards and
Technology.
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REACHING OUT TO MEDICARE BENEFICIARIES. THE
NATIONAL M EDICARE EDUCATION PROGRAM

oday’ s Medicare has more to offer

beneficiaries— more preventive

benefits, new patient protections,
more information, and more hep with
questions. To help beneficiaries take the
fullest advantage both of new benefits and of
new program flexibility, we undertook the
largest and most complex educationd effort
in the history of Medicare. The Nationd
Medicare Education Program (NMEP),
developed with broad-based input from
beneficiary advocates, other payers, insurers,
and academics, will ensure that beneficiaries
receive accurate, easy-to-understand
information about their benefits, rights, and
hedlth insurance options so they can become
more active participantsin their hedlth care
decisons.

The success of our effortsis reflected in
consumer satisfaction ratings. In 1999,
HCFA was one of 29 Federal agenciesthat
participated in the U.S. Government
Cusgtomer Satisfaction Initiative. Expanson
of the American Customer Satisfaction
Index (ACSl) to measure satisfaction with
those agencies provides thefirst cross-
agency measure of customer satisfaction
with Federal services. HCFA received an
overdl stisfaction rating of 71, comparable
to the ACSI index for private service sectors
of 71.9 and the aggregate score of 68.6 for
the Federa Government. Individua Federd
agency ratings ranged from 51 to 87,

comparable to ratings of 53 to 86 in the
private sector.!

Beneficiaries surveyed — a sample of
enrolleeswho had aclaim for Part A
services during 1998 — rated the ease of
Medicare enrollment very highly (our score
was 88), aswell as the courtesy and
professondism of Medicare gaff (we
scored 85), and reported that their actua
experience with Medicare surpassed their
expectations. The satisfaction rating for
accessability and usefulness of Medicare
information (73) was smilar to the overal
service sector rating, but suggests an area
where we should focus our atention in the
future.

Facets of the NMEP

Print Materials. Based on the 1998 pilot
test in five States (Arizona, Florida, Ohio,
Oregon, and Washington), we mailed an
updated Medicare & You handbook to al
beneficiary householdsin thefal of 1999 —
one of the most massve mailings in the history
of the U.S. Postdl Service.

We evaluated Medicare & You with
surveys, focus groups, expert review
(including reviews by low-literacy experts),
and cognitive interviews. Among the results
of our evauation, we found that four out of
five enrollees surveyed thought the
Handbook was “fairly easy” or “very easy”

! Thefull report on the American Consumer
Satisfaction Index can be found at

http://www.customersurvey.gov/index.htm.




to understand, and that 64 percent of
respondents were satisfied or very satisfied
with the Handbook. Focus group
respondents liked the section of Medicare &
You 2000 that provided locd information,
but many beneficiaries did not notice the
section when they recelved the Handbook.

Internet Activities. Internet access anong
Medicare enrollees who are 65 and older
skyrocketed from 6.8 percent in 1997to 21.3
percent in 1999. Industry figures on Web use
indicate that people over the age of 50
represent the largest and fastest growing
population on the Internet. They are
increasingly using computers and the
Internet to search for information on vitd
issues like hedth care.

In response, HCFA launched a
beneficiary-friendly Website,
www.medicare.gov, early in 1998. The
award-winning siteindludes Medicare &
You, lists of resources for beneficiaries and
people who work with beneficiaries, generd
information about Medicare, and detailed
comparisons of the benefits and costs of
plans available in communities. Consumer
satisfaction surveys and standardized
performance measurement systems of
available managed care plans were added to
the ste early in 1999. One of the most
frequently-visited areas in this Website
offers detailed information about individua
nursing homes around the country.

Mogt users find www.medicare.gov USer-
friendly. We logged a little more than 10
million page views on the Site in 1999, and
currently register 1.3 million page views per
month. More than 90 percent of usersfilling
out the on-line evaluation form indicated
that the Site was easy to use, and 85 percent
indicated that the site contained useful
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information. Visudly impaired focus group
participants thought www.medicare.gov was
well desgned for use with assstive
technology.

Toll-Free Telephone Service. A toll-free
Helpline, 1-800-MEDICARE, became
operationa in November 1998 in the five
pilot States, and by March 1999 it had
become operationa nationwide. Telephones
are daffed by customer service
representatives from 8 am. to 4:30 p.m.
local time, Monday through Friday. At other
times, the telephone line offers pre-recorded
information, providing for service 24 hoursa
day, 7 days aweek. An andysis of the calls
recelved showed that the average call length is
five minutes, and that most cdls focus on
Medicaret+Choice (M+C) options, Medicare
benefits, enrollment, replacement cards and
coverage issues.

To evauate the Helpline, we conducted
“mydery shopping” cdls. Evaduators
contacted the Helpline, posing as either a
beneficiary or asafriend or family member
of abendficiary. They asked specific
questions and collected information on
customer service, completeness and
accuracy of answers, and referrals offered.
The answers for 96 percent of the cdls were
rated as understandable by the mystery
shoppers, and the overd| courteousness of
the customer service representatives was
rated high. Over time, the completeness of
answers to questions has improved, but there
remains variaion across customer service
representatives in terms of how they answer
specific questions.

We aso re-contacted Helpline calersto
ask about their calling experience.
Generdly, 83 percent of cdlers contacted
were “sdidfied” or “very satisfied” with the



Helpline. Although the mgority of calers
rated specific characterigtics of the Helpline
as very good or excellent, about 10 percent
of them rated as “fair” or “poor” ther
experience getting the information desired
and the thoroughness of the Helpling's
knowledge of Medicare options. Regarding
the automated system, 56 percent of
respondents found it easy to use, and 22
percent found it confusing.

National Alliance Network. We have
enlisted nationa and locd partnersto
support and participate in the NMEP. More
than 200 nationd and locd organizations
that work on behalf of aged and disabled
Americans are involved in this
public-private partnership.

We have conducted interviews and focus
groups to obtain feedback from Nationa
Alliance Network partners regarding what
has worked wdll in terms of the partnership
and areasin need of improvement. Feedback
aso isbeing obtained from a bounceback
form that has been placed on the partners
Website to encourage systematic feedback
about the site. To date, 92 percent of people
responding to the form have rated the Site as
mostly or entirely useful, and close to 90
percent fed the Steis easy to use.

Enhanced Beneficiary Counseling from
Sate Health Insurance Assistance
Programs. State Hedlth Insurance
Assistance Programs (SHIPs) are key
partners in the NMEP. These organizations
are part of each State’ s Office on Aging or
Office of Insurance. Extengve training has
been conducted with SHIPs to prepare them
to help Medicare beneficiaries make
informed decisions about their hedth care.

Assessment activitiesincdluded interviews
with al SHIP directors, monitoring changes
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in volume and content of counseling
sessions, and beneficiary survey questions.
Eighty-five percent of those who received
counseling (SHIP and other sources of
counsdling combined) were “very satisfied”
or “satisfied” with the service. The
monitoring work to date points to the need
to develop standard performance measures
to assess and eva uate the activities and
effectiveness of the SHIPs. Revised
performance measures have been identified
and pilot tested, and are in the process of
being implemented nationwide.

National Train-the-Trainer Program.
Seven hundred people from HCFA partner
organi zations across the country have
received training about M+C and other
program changes. The god of thetraining is
to give trainers the information and tools to
teach othersin their organizations and
communities how to help beneficiaries
understand their options. Almost dl
participantsin the training sessons
conducted for the 1999 campaign fdlt that
the training modules were ather useful or
very useful, with ratings averaging 4.28 or
better on a 5-point scale.

Regional Education About Choicesin
Health (REACH). Each of HCFA's 10
regiond officesis conducting educationd
and outreach efforts at the regiona, State
and locd levels. Many of these activities
target specia populations such as minorities,
care givers, bendficiarieswho are digible for
both Medicare and Medicaid, and rura
beneficiaries. Part of this outreach includes
public presentations and exhibits at loca
hedlth fairs and other hedlth-related events.

A wedlth of data has been collected
through direct observation of activities,
interviews using structured protocols, and



interviews with attendees of eventsto
establish abasdine for performance
measurement and to andlyze activities and
best practices. Beneficiaries respond very
positively to presentations, but reatively few
are contacted by this activity. The atendance
a hedth farsisvariable sometimesthe
expected attendance is very low. However,
more than 85 percent of beneficiaries who
attended presentations or hedlth fairs were
satisfied with the events,

Targeted and Comprehensive Assessment
of Education Model.Because the NMEPisa
new effort, we have developed an extensve
evauation and monitoring strategy. Based
on our evauation, we are sudying waysto
improve the ddivery of information to
beneficiaries.

During 1999, we began a comprehensve
assessment of the five-State pilot education
program, including message testing and
focus group sessionswith Medicare
beneficiaries in those States. Six case studies
— in Dayton, OH; Eugene, OR; Olympia,
WA; Sarasota, FL; Springfield, MA; and
Tucson, AZ — wereinitiated, including
interviews and focus groups with key
informants and beneficiaries, to track the
evolution of the NMEP and to identify “best
practices’ that could be used in other aress.

There is evidence from the case study
gtesthat many beneficiaries lack abasic
understanding of the Medicare program. We
found that nearly one in five of beneficiaries
surveyed were not familiar with the term
“managed care plan,” “HMQO” or “hedth
maintenance organizetion,” even though
managed care does exist in each of these
communities. On the other hand, dmost half
of beneficiaries know thet if you join an
HMO, you do not have to leave the
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Medicare program, and about a third know
that HMOs can raise their fees or change their
benefits every year.

We have gained vauable ingghts through
our evauation. We found that beneficiaries
primarily seek information when a specific
need arises, and often are not responsive to
information supplied at other times.
Medicare information needs to be targeted to
specific populations, or to populations
coping with specific Stuations— such as
newly enralling in Medicare, termination of
ahedlth plan, loss of agpouse, or an
important hedth event.

To monitor the overd| education effort,
we are using the Medicare Current
Beneficiary Survey, anationdly-
representative survey of some 16,000
beneficiaries. Through this survey we are
tracking over time the ability of bendficiaries
to get Medicare information when needed,
their awareness of basic Medicare messages,
and their perceived level of knowledge. Data
collected in the winter 1999 round of
interviews suggest that 67 percent of
beneficiaries had their Medicare questions
answered by the information that they
received through Medicare information
sources. But when asked, “How much do
you fed you know about the availability and
benefits of Medicare managed care plans,”
only 25 percent replied, “I know everything
or most of what | need to know.”

Funding the NMEP

Funding for the NMEP has grown. In
FY 1998, we had spent approximately $95
million on the pilot phase of the campaign.
We spent approximately $137.3 million in
FY 1999 on the nationd implementation —
about $3.50 per Medicare beneficiary. That
expenditure covered the costs of the national



handbook mailing and a variety of brochures
and pamphlets about Medicare+Choice and
Medicare, 1-800-MEDICARE,
www.medicare.gov, community-based
outreach, promotion and publicity, socid
marketing, training, and the Consumer
Assessment of Hedth Plan Study (CAHPS)
surveys. In FY 1999, 66 percent of the funds
came from M+C plan user fees, 28 percent
came from program management funding,
and 6 percent from the Peer Review
Program apportionment.

For acomplete report on the early

evduation of the NMEP, visit our Website
http://www.hcfa.gov/ord/resrpub.htm.

The Citizens Advisory Panel on Medicare
Education

To hdp inform, shgpe and improve
HCFA'’s palicies and strategies for educating
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beneficiaries about the features of the

M edicare+Choice program, we created the
Citizens Advisory Pand on Medicare
Education in 1999.

The Pand meets quarterly to help HCFA:
*  support the NMEP,

*  enhance the Federal Government’s
effectivenessin informing Medicare
consumers,

*  expand outreach to vulnerable and
under-served communities,

*  assemble an information base of “best
practices’ for helping consumers
evauate hedth plan options.

Additiond information about the Pand is

avalable at its Webdite:
http://www.hcfa.gov/fac/apmepage.htm.
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UPHOLDING OUR FIDUCIARY RESPONSIBILITY TO
AMERICA’S TAXPAYERS:. FIGHTING FRAUD, WASTE, AND
ABUSE IN M EDICARE AND M EDICAID

ograms such as ours require

extengve and continued vigilance.

Although the vast mgority of those
who interact with us are honest and the vast
mgority of dlamsfiled are gppropriate, the
sheer volume of business and the complexity
of our programs create an enormous *
potentid for inappropriate payments. The
fiscd integrity of Medicare and Medicad
are critica factorsin public confidencein
those programs.

*

*

During 1999, we continued and expanded
work in anumber of aress of fiscd integrity.

Program Safeguard Contractors (PCs).
Using our authority under the Medicare
Integrity Program (MIP), HCFA awarded
contracts to 13 prime PSCs dligible to
compete on task orders we issue associated
with the payment safeguard functions of
medica review, cost report audit, data
andysis, provider education, and fraud
detection and prevention. Six task orders
were awarded during 1999:

*  dataandyssto minimize risk of
increased fraud and abuse surrounding
millennium uncertainty;

*  developing afocused data analys's center
to support fraud unit activity in the New
England dates;

*  unannounced Ste vists by mental hedlth
professional s to assess community
menta health centers applying to, or

providing services to, the Medicare
program;

*  performing on-dte reviews of providers
subject to Office of Ingpector Genera
Corporate Integrity Agreements

*  provider outreach and education relating
to program integrity efforts;

*  conducting field audits on the home
offices of large chain facilities.

Coordination of Benefits. On average,
Medicare saves roughly $3 hillion annudly
by ensuring that private insurance
companies pay ther share of Medicare
beneficiaries’ hedth care bills. Termed
coordination of benefits (COB), these
activities have higtoricaly been performed
by avariety of contractors, yielding
somewhat inconsstent results. As part of the
MIP, in 1999 we established asingle
national COB contractor to coordinate
Medicare payments with other insurance
companies by callecting, managing and
reporting clams information.

Better oversight of contractors
conducting program integrity work.As part
of our effort to ensure consistency and to
focus on key contractors and high-risk aress,
standardized contractor performance
evauation protocol were implemented to
gauge contractors successin meeting core
standards in the areas of benefit integrity,
medica review, and provider and supplier
enrollment.



Outreach and education to providers
about program integrity. Under the MIP
program, atask order focusing on provider
education about the Medicare program was
issued. The anticipated outcomes from the
task order include enhancing provider
knowledge and understanding of Medicare
program requirements; increasing the
accuracy in submitting claims correctly the
firg time; and providing the necessary tools
and knowledge required for providersto
properly bill the Medicare program.

Overpayment collection improvements.
Overpayment collection improvements
nclude work on legidétive proposds around
bankruptcy laws, the use of petition of
remission, improved guidance on voluntary
refunds, payment suspension, and the use of
datigica sampling in overpayment
estimation. We continue to strive toward
accurate assessments and just corrective
remediation to address improper billing
gtuations.

Technology assessments of anti-fraud
tools. We contracted with an information
technology firm to create a survey
indrument to cataog the functiondity of
commercidly available dectronic fraud,
waste, and abuse detection products. The
survey insrument marksthefirst sepina
process that ultimately will permit usto
conduct full technology assessments of these
tools.

Payment Error Prevention Program
(PEPP). The Payment Error Prevention
Program, or PEPP, isanew effort begunin
1999 to use the Peer Review Organizations
(PROs) to increase their focus on ensuring
that Medicare hospitd inpatient clams are
billed and paid appropriately. Under the
PEPP, the PROs will develop a monitoring
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system to continuoudy estimate the payment
error rate independently within each State,
or PRO area. PROswill be required to
conduct anayses to identify the nature and
extent of payment errors occurring in their
area, and use thisinformetion to develop
interventions, ranging from educetion to
referrd to law enforcement, aimed at
changing provider behavior and decreasing
the observed payment error rate.

We have been equdly activein
combating fraud and abuse in the Medicad

program.

Medicaid fraud statutes Website. This
ste ligs the best Medicaid anti-fraud and
abuse citations of State statutes used to
prosecute crimina or civil fraud and can be
found at http://www.hcfa.gov/fraud/mfs.

Medicaid fraud and abuse executive
seminars. We sponsored a series of seminars
directed at State decision-makers, but
participants dso included representatives
from OIG, FBI, and other Federa agencies.

Guidelines for addressing fraud and
abuse in Medicaid managed care. This
document providesideas and guiddinesto
asS g preventing, identifying, investigeting,
reporting and prosecuting fraud and abuse in
capitated managed care programs. It also
provides new measures and strategies to
meet such godls.

Review of State program integrity
procedures by national review team. The
primary purpose of these reviewsisto
determine whether State agencies are
complying with gppropriate laws and
regulations.

Coordination with the Office of Inspector
General (OIG). We continue to work closaly
with the OIG. Reaults that have been



achieved in the past year include the release
of two State Medicaid letters relating to
excluded providers and managed care
regulation issues.

National Fraud Investigation Database.

We are currently working to modify this
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nationwide database to capture Medicaid
fraud cases aswell as Medicare cases.

For more information on HCFA' s efforts to
prevent fraud and abuse, vigit our Webste

a
http://www.hcfa.gov/medicare/fraud/default3.htm.
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ENSURING THE SOUNDNESS OF OUR PROGRAMS. FINANCIAL
AND M ANAGEMENT REFORMS

CFA’s programs — Medicare,

Medicaid, and SCHIP — are

providing more coverage, more
hedth plan options, and more hedth care
security to Americal s most vulnerable
populations than ever before. But new
flexibilities pose new management
chalenges, and in 1999 we continued or
undertook avariety of initiatives designed to
strengthen our ability to meet those
chdlenges.

CHIer FINANCIAL OFFICER (CFO)
REPORT

In FY 1999, we made sgnificant
improvementsin financia management a
HCFA. Prudent financid management is
important in any Stuation, and as an agency
with one of the largest budgetsin the Federd
Government, we in HCFA have a specid
obligation to ensure that we spend each
dollar, whether for benefits or
adminigration, aswisdly as possible.

Our most notable achievement in FY 1999
was obtaining the first clean audit opinion
on our financia statements. During the year
we performed extensve andysis of our
accounts receivables, and we implemented a
number of changesin the reporting of
delinquent debts in order to reflect accounts
receivables at their true economic vaue.

Although we received a clean opinion on
our financid statements, our auditors
continue to have interna control concerns
with many aspects of contractors accounts
receivable, semming from the lack of afully

integrated contractor-based general ledger
accounting system. We share this concern,
and our long-range plan isto evduate
drategies for an integrated genera ledger
accounting system for al Medicare
contractors. Until then, we anticipate extra
effortswill be necessary to support accounts
receivable.

We continue to make important
accomplishments in other financid aress as
well.

*  We redesigned Contractor Performance
Evduation reviewsto include the
development of clear and measurable
performance standards by moving
toward anational review process with
gregter condstency.

* We continued implementation of the
HCFA Trave System. All regiond
offices have been trained on the travel
system and are operationd.

*  Wereleased our first Comprenensve
Plan for Program Integrity, to highlight
HCFA’sgodsand overall srategy for
reducing payment errors in the Medicare
and Medicaid programs. The DHHS OIG
has reported that the Medicare
fee-for-service payment error rate for
FY 1999 was 7.97 percent, or $13.5
billion. This error rate iswhat the OIG
cdled e sewhere a“remarkable
improvement” from FY 1996, when the
nationd error rate was first calculated
and found to be in excess of 14 percent.
We will continue to focus additiona



efforts and corrective actionsto achieve
our god of reducing the error rate for dl
Medicare fee-for-service payments to 5
percent by FY 2002. The complete
Comprehensive Plan for Program
Integrity isavailable at
http://www.hcfa.gov/medicare/fraud/intro.ht
m.

GOVERNMENT PERFORMANCE AND
REesuLTSACT oF 1993 (GPRA)

HCFA’s Annud Performance Plan (APP)
sets our specific performance goas for the
Agency for thefiscal year. GPRA requires
Federa agenciesto prepare 5-year Strategic
Plans setting out long-term gods and
objectives. It aso requires APPs that link the
Strategic Plan with the annua budget
request by committing to short-term
performance goals, and Annua Performance
Reports explaining and documenting how
effective the agency’ s actions have beenin
achieving these gods.

The FY 2001 budget request contained the
firg Annua Performance Report with our
FY 1999 gods. Data are now available for 16
of our 18 gods, and we were able to report
positive results during our firgt reporting
year. We were successful on 12 gods:.

* We ensured millennium compliance of
our computer systems,

*  We achieved aclean audit opinion of our
financid satements,

*  We reduced the Medicare payment error
rate;

*  Woe decreased the use of restraintsin
long-term care fadilities,

*  We reduced Medicare home health
payment errors,
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We increased the use of dectronic
commercein Medicare;

We provided States with dud eligible
data;

We implemented a strategy to increase
hedlth care accessfor dud dligibles,

We developed a Medicaid childhood
immunization god;

We developed agodl to decrease the
number of uninsured children;

We devel oped targets for Medicare
beneficiary satisfaction; and

We developed a goal to assess research
invesments.

We were not completely successful for 4 of

our gods, but made significant progress
on them:

*

We did not meet our target percentage of
Medicare beneficiaries with at least one
managed care option;

We made significant improvements but
fdl just short of our targets for
laboratory test accuracy;

Y 2K activities delayed our
implementation of outpatient prospective
payment systems; and

We did not achieve our god for timely

enrollment of beneficiaries under the
Medicare+Choice program.

We are ill awaiting fina data for two

gods (increasing annud influenza
vaccination rates and biannud
mammography rates for Medicare
beneficiaries), but we anticipate success
based on secondary data sources.



HCFA’sFY 2001 APP, available at
http://www.hcfa.gov under the category of
“Statistics and Data,” reflects our continued
efforts to strengthen coordination with other
organizations and to enhance data
verification and vaidation. We have carried
over the mgority of the goas in the FY' 2000
plan, with new targets appropriate for
FY 2001, and we have expanded the plan to
further represent important Agency
initiatives.

HCFA MANAGEMENT REFORMS

In FY 1999, tota operating costs for the
Medicare program were gpproximately
1.8 percent of total Medicare benefit outlays,
and total actua Federa and State
adminigrative costs were gpproximately
5 percent of Medicaid benefit outlays.? In
part, these low rates are attributable to
efficient management, economies of scale,
and the nature of our markets. During 1999,
we focused not only on the most efficient
use of adminigtrative resources available to
us, but on proposas to improve our ability to
operate our programs, to better serve
beneficiaries, taxpayers, and the doctors,
hospitals and other providers of hedth care.

New private sector and medical
expertise. During the past year, HCFA has

*Thisfigure is based on “fully-loaded”
operating cods, including HCFA's
discretionary Program Management
gppropriation, al Hedth Care Fraud and
Abuse Control account (HCFAC) funding,
Peer Review Organization (PRO) funding,

and dightly more than $1 billion in non-HCFA
adminidrative cogts expended by the Socid
Security Administration and other Federd
agencies.
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successfully recruited people with recent
experience in the fast-changing hedlth care
marketplace. We aso recruited people with
industry experience in new Medicare
coverage options like managed care.

Management reform initiative. Building
on its previous activities to improve
accountability and focus on results, the
Adminigtration proposed in 1999 a
management reform inititive to provide
needed flexibility to HCFA’s operation.

That proposal provides for enhanced
personnd, pay and procurement flexibility to
help make sure the agency can hire the right
staff and outside contractorsto do the job. It
aso providesfor improved program
flexibility. We will evduate new authorities
and make greater use of exigting authorities
to pay for services at market rates, enter into
selective contracts, and engagein
compstitive bidding.

Structural reform. We have begun to
reengineer the relationship between HCFA's
central and regiond offices by indituting
policies to assure greater consstency in
oversght and enforcement activities across
regiond offices in such areas as nursing
home survey and certification and managed
care plan certification.

CONTRACTOR REFORM

The Adminigiration has asked Congress
to enact contracting reform legidation to
alow HCFA to move to more competitive
and effective procurement with the
contractors that process Medicare claims.
This effort would bring Medicare into
conformance with Federd acquisition
regulations and relieve us from the onerous
contracting provisons contained in Title
XVIII of the Socid Security Act.



We dso introduced interna
reorganization to strengthen management of
third party Medicare fee-for-service
contractors. We established aMedicare
Contractor Oversight Board, comprised of
senior agency leaders, to provide tacticd and
strategic guidance for contractor
management. We also created a senior
leadership position for contractor
management — the Deputy Director for
Contractor Management in the Center for
Beneficiary Services (CBS). And we
established anew Medicare Carrier and
Intermediary Management Group within
CBSto serve asthe HCFA lead for all
Medicare fiscal intermediaries and carrier
programmatic and operationd issues.

In addition to these organizationa
changes, we have taken aggressve steps
snce 1998 to strengthen our oversight of the
private insurance companies that, by law, we
must use to process and pay Medicare
dams

Devel oping contractor-specific error
rates. We are developing error rates to
measure and track the payment accuracy for
each clams-processing contractor. The
resultswill help us measure contractors
progress reducing errors much as the
Ingpector Generd’ s nationa Medicare error
rate has guided HCFA'’ s improvement efforts.
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Requiring corrective action plans. We
have directed the private insurance
companies that process claims to develop
and implement corrective action plans
immediatdy following therr annua
evauations to ensure that they can track
funds more accuradly.

Creating a new national performance
evaluation strategy. In May 1999, we
implemented a new drategy to ensure
consistency and to focus on key contractors
and high-risk areas. We are developing
additiona defined, measurable standards to
support more targeted and consistent
reviews of specific areas of contractor
performance.

Using national teamsto review
performance. In 1999, we created nationa
review teamsto evaluate contractors fraud
and abuse efforts and other key functions,
using standardized reporting and eva uation
protocols.

Placing additional financial managers at
contractor sites. The President’s FY 2001
budget includes more than $40 millionin
additiond funds to support contractor
management and oversght, including new
positions at the contractors to tighten
financia controls and ensure a swift,
coordinated response to waste, fraud and
abuse.



HCFA Annual Report, page 17

PROTECTING THE HEALTH OF AMERICA’S CHILDREN:

IMPLEMENTING THE STATE CHILDREN’SHEALTH INSURANCE

PROGRAM (SCHIP)

reated by the Balanced Budget Act

of 1997, the State Children’ s Hedlth

Insurance Program (SCHIP) was
designed to reach about 5 million of the
nearly 11 million children in Americawho
were uninsured for medica care — many of
whom came from working families with
incomes too high to qudify for Medicaid but
too low to dlow them to afford private
hedlth insurance,

SCHIP is a partnership between the
Federal and State governments.
Approximately $39.6 hillion of Federd
money is set aside through FY 2007 for
States to provide new hedlth coverage for
children. By dtatute, the amount alotted to
States for SCHIP activity in FY 1999 was
$4.247 billion — about the same asthe
$4.235 hillion dlotted in FY'1998. Under the
new program, States have flexibility in the
design of their programs and how they
choose to target digible uninsured children.
States may choose to expand their Medicaid
programs, design new child hedlth insurance
programs, or creste a combination of both.

PRIORITIESAND ACCOMPLISHMENTSIN
1999

Nearly two million children who would
otherwise be without hedlth insurance
coverage were enrolled in SCHIP in FY 1999
— double the number reported for the first
full year of the program. Of the 56 approved
State and U.S. territorid children’s hedth
insurance programs, 53 were implemented
and operationa during FY 1999. By the end

of December 1999, we had approved 36
State plan amendments, many of which
expand SCHIP digibility to even more
children. Severa of these amendments were
in effect during FY 1999, and many more
will be implemented in the coming months,
providing hedth insurance to even more
children. The complete SCHIP annud
enrollment report for FY 1999 isavalable at
http://www.hcfa.gov/init/children.htm.

Activities to implement SCHIP in 1999
involved an unprecedented codition of
Federd, State, and private organizations,
working together to reach out to families
whose children qudify for coverage.

Public-Private Collaboration to Insure
Kids Now!

In February 1999, the President launched
the Insure Kids Now outreach campaign:

A new toll-free number. The Nationa
Governors Association established
1-877-KIDS NOW, a nationd toll-free
number that directs families anywhere in the
nation to their own State Children’ s Hedth
Insurance information hotlines. From
February through December 1999, more
than 224,000 calls were automaticaly
directed to State hotlines.

Insure Kids Now Web Ste. In 1999, we
created http://iwww.insurekidsnow.gov, a Web
gtewith digibility and contact informetion
for each State, territory and the Didtrict of
Columbia. It dso contains information about




loca and nationa outreach activities,
including school-based outreach.

Promoting the Insure Kids Now
Campaign. From February to June 1999,
DHHS sponsored a national radio
advertisng campaign to promote the
1-877-KIDS NOW toll-free number and to
complement States outreach efforts. The
President aso announced unprecedented
new efforts from the private sector —
specificdly tdevison, radio, and print
organizations — who pledged to promote
the Insure Kids Now toll-free number .

Supporting the Insure Kids Now
Campaign. The Federd Interagency Task
Force on Children’s Hedlth Insurance
Outreach, comprised of more than 10
Federa agencies, prepared an outreach
training kit for use by workers from dl
Federd departments that participate in the
Insure Kids Now campaign, in concert with
the nationd toll-free number for children’s
health insurance outreach.
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School-Based Outreach Efforts

Back-to-School Campaign. The
Department of Health and Human Services,
aong with the Department of Justice, the
Department of Education and 17 nationa
nonprofit organizations including the United
Way, coordinated back-to-school enrollment
activitiesin 25 communities nationwide, in
conjunction with the radio advertisng
campaign. The Back-to-School campaign
was supported by severd nationa non-profit
organizations.

Presidential Directive to Develop
Strategies to Integrate Children’s Health
InsuranceOutreach into Schools.In October
1999, the President signed an executive
memorandum ingructing the Secretaries of
DHHS, Educetion, and Agriculture to report
to him in 6 months on steps the Federd
Government can take to inditutiondize
school-based outreach and enrollment, and
to highlight successful ongoing programs.
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OTHER PROGRAM HIGHLIGHTSFOR 1999

he activities described above al took
place in the context of our ongoing
adminigration of the programs
entrusted to us by the American people.
Perhaps not as visble or asimmediate asthe
“hot” topics, it isin the day-to-day discharge
of that adminidration that HCFA fulfillsits
misson.
PROVIDING HEALTH CARE SECURITY
AND CHOICE FOR AMERICA’S SENIORS AND
PEOPLE WITH DISABILITIES: M EDICARE

Medicare is the hedlth insurance program
created in 1965 by Title XVIII of the Socia
Security Act. It currently covers many of the
hedlth care cogts for more than 39 million
Americanswho are either 65 years of age
and older, too disabled to continue working,
or suffering End-Stage Rendl Disease
(permanent kidney failure treated with
diayssor atransplant). Medicare' s Board
of Trustees reported that in FY 1999,
Medicare paid $208 billion for health care
goods and services provided to its enrollees,
and another $2.9 hillion to administer the

program.®

Bendficiary choiceisa hdlmark of the
Medicare program. The Origind Medicare

*The Board of Trustees reports annualy on
the status of program income and outlays. To
view the complete report, vist the HCFA
Website http://www.hcfa.gov under the “ Stats
& Datd’ button, or the Socia Security
Adminigration’s Website http://www.ssa.gov.

Plan (fee-for-sarvice) is avalable everywhere
in the United States, and is the way most
people get their Medicare benefits. Enrollees
may go to any doctor, specidigt, or hospital
that accepts Medicare. They pay ther
copayment or coinsurance (or have their
secondary insurer billed), and Medicare pays
its share directly to the provider of care.
Fee-for-service enrollees have the full range
of covered services available, but — by law
— some services, notably most outpatient
prescription drugs and long term care, are not
covered.

Through the M+C program, beneficiariesin
certain areas of the country can choose to
recaive their hedth services through
organizations under contract with HCFA to
provide Medicare covered servicesto
beneficiaries who enrdll in their plans. Most
Medicare enrollees have access to at least
one such M+C plan, and currently about 1 in
6 beneficiaries have joined one. Medicare will
pay some or dl of the monthly M+C plan
premium, and enrollees pay the remainder.
Pans generdly must cover dl Medicare
sarvices and generdly must be opento dl
people eigible for Medicare (except those
with end-stage rendl disease). In most M+C
plans, enrollees can only go to doctors,
specidigs, or hospitals on the plan’s
approved network. But most plans impose
little or no coinsurance and some M+C plans
cover extras like prescription drugs.
Generdly, M+C enrollees face lower overdl
costs than under fee-for-service Medicare.



PRIORITIESAND ACCOMPLISHMENTSIN
1999

In addition to the Nationa Medicare
Education Program, HCFA staff focused on
five areas of Medicarein 1999.

Promoting preventive care

One of the more sgnificant
improvements in the Medicare program over
the past few years, enhanced by passage of
the BBA, was the expansion of preventive
services. The BBA crested four classes of
covered preventive services. annud
screening mammography for al women age
40 and over; screening pap smear and pelvic
exams every 3 years, colorectd screening;
and bone mass measurements to identify
bone mass, detect bone loss, or determine
bone qudity. The BBA aso created a benefit
for prostate cancer screening, but that

HCFA Annual Report, page 20

benefit is scheduled to be implemented later
than the others. The BBA aso extended
through FY 2002 the influenza and
pneumococca vaccination campaign
conducted by HCFA in conjunction with the
Centersfor Disease Control and Prevention
(CDC) and the Nationd Codlition for Adult
Immunization.

Asaresult of aggressive outreach
campaigns, use of Medicare s prevention
benefits hasincreased steadily. Datafrom a
survey of beneficiaries shows these trends
through 1998; clams data, athough excluding
beneficiaries enralled in managed
care organizations, indicate increases from
1998 to 1999 aswell.

HCFA has developed a Strategy cdled
“Hedthy Aging” to study preventive actions
that can improve the hedth and qudity of

Use of Selected Preventive Services* by Medicare Beneficiaries, 1994-1998

1995 1996 1997 1998
Service Beneficiaries Who Received Service, asa
Percentage of All Beneficiaries
Mammogram®** 396 4.7 27 459
Pap smear** 390 422 420 427
Flu shot 57.3 61.3 64.0 65.6
Pneumonia shot** * 336 430 488 54.0

NOTES:

diagnostic services received.

* Comparable datafor other preventive serviceswill be available for 2000.

** Figures reflect percentages of female beneficiaries.

*** Because pneumoniavaccination is generally recommended oncein alifetime,
figures reflect cumulative percentage of beneficiaries

SOURCE: Medicare Current Beneficiary Survey. Data are self-reported and cover
aged and disabled beneficiaries, including those in managed care and fee-for-
service. Because they are self-reported, data may include both screening and




life of aging Medicare beneficiaries. The
Hedlthy Aging project will use the best
science avallable to identify what worksto
promote hedth and delay functional decline
in older populations.

Helping providers understand Medicare

During 1999, we expanded our nationa
education program to help physicians and
other hedlth care professionds better
understand Medicare s hilling procedures.
This expanson effort incorporated new
technologies to better deliver HCFA's
messages to targeted hedlth care
professonas. Our $1.3 million training
program fegtures interactive computer-based
training modules, satellite broadcadts, a
provider education web Ste, and a
comprehensive educational program
developed for physicians who are new to the
Medicare program, such as medica
residents. The scope of our national
education program aso expanded to include
health promotion and disease prevention, as
well as a coordinated provider customer
sarviceinitiative,

Improving Medicare service delivery and
payment

The BBA indiituted one of the most
sweeping sets of changes to Medicare since
the program’ sinception. The law literdly
made hundreds of changes to the program,
and aggnificant amount of HCFA' s saff
resources were devoted to implementing
these changes.

In addition to the sheer volume of the
changes, the implementation schedule was
complicated by our need to make computer
systems ready for January 2000. Because of
the need to “freeze’ payment and digibility
systems o that Y 2K changes could be
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tested, we had to defer introduction of many
program changes until after the Y 2K threat
had passed. However, significant progress
was made even on those parts of the BBA
that were delayed.

Payment systems. In 1999, HCFA made
subgtantia progress in implementing new
prospective payment systems for skilled
nurang facilities, outpatient hospitd
departments, and home hedlth care that
provide incentives to provide care
effidently.

*  InJduly 1999, we published afind rule
implementing BBA provisons regarding
Medicare payment for skilled nursing
facility services. Thislegidaion
established a prospective payment
system, a consolidated billing provision,
and a number of related changes.

*  We completed work on afina regulation
implementing a new Medicare payment
system for hospita outpatient services.
The new system is designed to ensure
the program and its beneficiaries pay
appropriately for services and to
encourage more efficient ddivery of
care.

* In 1999, we published a proposed rule
for ahome hedlth prospective payment
system that replaces the interim system
put in place by the BBA. Under the
system, which gppliesto dl home hedth
agencies, Medicare will pay home hedth
agencies a predetermined base payment
adjusted for the hedth condition and
care needs of the beneficiary, aswdl as
geographic wage differences.

Demonstrations. One of the waysin
which we engage in continua improvement
of the Medicare program is through the use



of demondration authority. Through this
authority, we operate projects that test the
effect of changesin payment mechanismson
alimited scde. Some of the demondirations
are mandated specificadly in legidation,
othersareinitiated internaly by HCFA gaff,
and stakeholdersin our programs suggest
others.

During 1999, more than thirty
demondtrations were operationa or under
development. These projects spanned awide
range of interests, including contracting for
durable medical equipment by compstitive
bidding, testing a broad range of managed
care ddivery system options, gpplying
managed care methods to fee-for-service
care, and combining Medicaid and Medicare
sarvices for nurang-home digible
beneficiaries into asingle capitated
arrangement. For afull description of
Medicare demonstration projects under way
in 1999, vist our Website at
http://www.hcfa.gov under the “ Research &
Demondtrations’ button.

I mproving quality of care

HCFA isworking to improve the qudity
of hedlth care. We are doing this by:

*  Deveoping and enforcing standards and
survellance,

*  Measuring and improving outcomes of
care

*  Educating health care providers about
quality improvement opportunities; and

*  Educating beneficiaries to make good
hedlth care choices.

We are using performance measurement
to achieve the Agency’ s gods of: 1)
providing consumer information thet asssts
bendficiaries in making choicesin hedth
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care, 2) setting process and outcome criteria
to which plans and providers are held
accountable, and 3) fadilitating quality
improvement activities.

The science of qudity measurement has
evolved during the past five years. In
collaboration with other hedlth care
purchasers, we developed and put into use
new measures of hedlth care outcomes.
Currently, HCFA initiatives include the
Hedth Plan Employer Data and Information
Set (HEDIS) for measuring quaity, access,
and utilization of Medicare managed care
organizations, the CAHPS for measuring
beneficiary satisfaction with managed care
organizations and fee-for-service plans, the
Medicare Hedlth Outcomes Survey (HOS)
for evauating the functiona status of
beneficiaries; End Stage Rend Disease
Clinica Performance Measures (CPM) for
determining the qudity of servicesin rend
didyssfacilities, the Hospitd Core
Performance Measure Set; Minimum Data
Set (MDS) Qudity Indicators for Nursing
Homes, and the Outcomes and Assessment
Information Set (OASIS), whichisadlinica
data set designed specificdly to develop
outcome based qudity indicators for home
hedlth care.

The Medicare Coverage Advisory
Committee. In 1999, we ingtituted a new
method of determining which services
should be covered by Medicare. Until now,
most Medicare coverage and policy
decisions have been made locally by HCFA
contractors — the private companies that by
law process and pay Medicare clams. The
Agency aso makes coverage policies tha
apply nationwide and are binding on al
contractors and adminigtrative law judges
(who hear beneficiary appeds of denied
coverage). Under the new adminigtrative



process, we will initiate coverage reviews
when appropriate and accept formal requests
from externd parties for coverage decisons.

To assigt usin this process, we have created
aMedicare Coverage Advisory
Committee (MCAC) — agroup of experts
who will advise Medicare on coverage
policy decisons. The MCAC is comprised
of an Executive Committee and 9x pandls
that roughly parale Medicare benefit
categories. The expertise of the MCAC
memberswill asss usin making timely,
science-based coverage decisonsusing a
new adminigrative processthat is easly
understood and open to the public. During
1999, we completed the process of
gppointing members, and held four
mestings.

Further information about the MCAC,
and the meeting schedule for 2000, can be
found at
http://www.hcfa.gov/quality/adv-mcac.htm.

Peer Review Organizations (PROs). The
PRO program congsts of a nationa network
of 53 contracts (one in each State, the
Didtrict of Columbia, Puerto Rico, and the
Virgin Idands) whose misson isto ensure
the quality, effectiveness, efficiency, and
economy of hedth care services provided to
Medicare beneficiaries. The program has
three objectives:

*  Toimprove qudity of care by ensuring
that beneficiary care meets
professionally recognized standards of
hedth care;

*  To protect the integrity of the Medicare
Trust Fund by ensuring that Medicare
only paysfor services and itemsthat are
reasonable and medically necessary and
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that are provided in the most economical
setting;

*  To protect beneficiaries by expeditioudy
addressing individua beneficiary
complaints, hospital issued notices of
noncoverage, complaints of hospita
“dumping,” and by carrying out other
Satutory responsibilities.

PROs operate under three year contract
cycles. In 1999, HCFA began the sixth cycle,
referred to as the PRO 6th Scope of
Work (SOW). Under the 6th SOW, PROs,
through their Hedlth Care Quality
Improvement Program (HCQIP), are
continuing to refinether quality
improvement approaches to address the first
objective listed above. They are focussing
on six dinica areas, selected for their public
hedlth importance and for the feasbility of
measuring and improving qudity: acute
myocardid infarction, breast cancer,
diabetes, heart failure, pneumonia, and
stroke.

Collaboration and partnership are critical
components to the success of the HCQIP.
The PRO projects represent an historic
opportunity to work with practitioners,
providers, plans, other purchasers, and
beneficiariesto:

*  Develop qudity indicators firmly based
in science;
*  |dentify opportunitiesto improve care

through careful measurement of patterns
of care

*  Communicate with professond and
provider communities about these
patterns of care,

*  Interveneto foster qudity improvement
through system improvements, and



*  Remeasure to eva uate success and
redirect efforts.

Each PRO will dso conduct at least one
project in an dternate setting of care, and
one project focusing on a defined
disadvantaged population. PROs will aso
assst managed care plans with their qudity
improvement efforts.

The PROs employ physcians, nurses,
hedth care qudity professonds,
epidemiologigts, detidicians, and
communication experts to accomplish their
qudity improvement work. Because they are
funded by the Medicare Trust Fund, PROs
do not charge partners or collaborators for
their services.

Hedlth care professondss, providers, and
nationd and locd organizations are
encouraged to adopt HCQIP priorities and to
work with the PROs to foster improvement
activitiesto improve care for al patients,
regardless or age, payor, or setting of care.
Providers will achieve ahigher qudity of
care and improve outcomes for individuas
across the nation by working in partnership
with HCFA and the PROs.

In addition to focusing on qudlity
improvement in the clinica areas mentioned
above, the 6th SOW holds PROs
accountable for initiating a Payment Error
Prevention Program (PEPP). The purpose of
PEPP is to reduce the occurrence of payment
errorsin the Medicare Program. PROs must
aso provide beneficiary protection and
educetion through mandatory case review
(induding review of beneficiary complaints)
as apart of their 6th SOW responsibilities.

For more information on HCFA'’ s Qudity of
Care Project Activities, visit our Website at
http://www.hcfa.gov/quality/3.htm. FOr more
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information about the PRO Program, vist
http://www.hcfa.gov/quality/5b.htm.

Value-based purchasing

The convergence of payment reform and
quality initiatives resultsin the concept of
“vaue-based purchasing.” We have long
been aleader in developing effective
information systems to support payment
policies, qudity improvement efforts and
hedlth services research. We are now using
that information to become amore
value-based purchaser of hedth care:
aggressvely pursuing high qudity care for
beneficiaries a a reasonable cost.

To purchase hedlth care based on qudity
aswell as cogt, and to advocate for quality of
care on behdf of its condtituents, we are
implementing specific functiond dements
of vaue-based purchasing:

*  &”ting priorities related to cog, quality
and desired outcomes,

*  gdecting purchasing srategies
accordingly;

*  adopting performance measures to
vaidate results;

*  collecting and analyzing appropriate
data; and

*  identifying and implementing
improvement opportunities through
enforcement of performance standards,
technica assstance to plans and
providers, education and assistance to
consumers, payment, grant and coverage
policies that match policy goals,
collaborating with other purchasers and
rewarding desired performances.

Research isapart of the ongoing process,
to help determine what strategies work and



the mogt effective ways to trandate and
disseminate information on *best practices”

GUARANTEEING HEALTH CARE ACCESS
FOR AMERICA’'SVULNERABLE AND POOR
POPULATIONS: M EDICAID

Medicaid pays for medica assistance for
certain individuas and families with low
incomes and resources, and isthe largest
program paying for medicd and
hedth-related services for America s poorest
people. Itisajointly funded cooperative
venture between the Federal and State
governments. Within broad nationa
guidelines provided by the Federa
Government, each State establishesits own
digibility sandards, determines the type,
amount, duration, and scope of services, sets
the rate of payment for services, and
adminigters its own program. Thus, the
Medicaid program varies considerably from
State to State, aswell aswithin each State
over time,

In FY 1999, combined State and Federal
pending on the Medicaid program was
more than $190 hillion. Of that amount,
$181 hillion was for “medica assstance
payments,” including direct paymentsto
providers of care and capitation paymentsto
managed care organizations. The remaining
$9 hillion was spent for program
adminidration.

Initidlly, Medicaid was amedicd care
extendgon of federdly funded income
maintenance programs for the poor, with an
emphasis on the aged, the disabled and
dependent children and their mothers. Over
time, however, Medicaid has diverged from
that origina tie to cash assstance programs.
Recent legidation expands Medicaid
coverage to people (low-income pregnant
women, poor children, and some Medicare
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beneficiaries) who are not digible for any
cash assistance program and who would not
have been digible for Medicaid under earlier
rules. Other legidation has expanded the
groups to whom States may choose to offer
Medicaid and till receive Federal maiching
funds.

In addition to coverage expansions,
another ggnificant development in the
Medicaid program since its inception has
been its trangtion from afee-for-service
program to one that relies upon managed
care arrangements to deliver careto more
than haf of its recipients nationwide. With
these managed care arrangements, State
governments face a more predictable
program cost, and beneficiaries gain access
to more stable and cong stent sources of
hedlth care.

Priorities and accomplishmentsin 1999

Recent changes in the Medicaid program
provided the focus for our activitiesin 1999.
The BBA egtablishment of new classes of
Medicare enrollees digible for Medicad
benefits, coupled with analyss of use of
exiging classes of digihbility, suggested the
need for considerable outreach. A smilar
need was created by the “de-linking” of
Medicad digibility from cash assstance
programs, and the de-linking also posed
chdlenges to data systems’ ahility to
maintain accurate digibility rolls. We
worked to implement changes brought about
by the Supreme Court'sdecisonin
Olmsgtead v. L..C., a court case that changed
sgnificantly therole of inditutiond carein
the provison of servicesto Medicad
beneficiaries. And we continued to work
with States on innovative ways to ddiver
and pay for Medicaid services.




Reaching out to people with dual
(Medicare and Medicaid) dligibility

The Congress has created a number of
Medicad features designed to ease the
financid burden of Medicare premiums and
coinsurance on low-income enrollees.
Efforts such as the Specified Low-income
Medicare Beneficiary (SLMB) and
Qudifying Medicare Beneficiary (QMB)
programs have been in existence for years,

and new programs were created by the BBA.

But many people who are digible do not
take advantage of the programs. To address
thisissue of underenrollment, we and our
partners undertook a multi-phase campaign
to reach potentiad beneficiaries.

Enrollment Target. We worked with
States to establish nationd and/or individud
State basdlines and enrollment targets upon
which performance in FY 2000 and beyond
can be judged. Although we have
edtablished anationd enrollment target, we
will monitor the contribution of each State
in the achievement of thisgod through an
examination of State specific data. If a
State' s enrollment is not comparable to the
nationd target, a State-pecific god may be
set for FY 2001

Outreach Kit. We developed aDud
Eligible Outreach Kit containing outreach
and enrollment materid that can be quickly
customized by stakeholders a minimum
expense. Thekit isavailable at
http://www.nmep.org Or
http://www.medicare.gov/nmep.

Resource Guide. In addition to the
Outreach Kit, we created an interactive Dual
Eligible Resource Guide and SCHIP
Resource Guide for usein designing
outreach and enrollment campaigns for the
dud eigible and SCHIP populations. The
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Guide (covering both populations) is available
at http://www.nmep.org Or
http://www.medicare.gov/nmep.

Regional Training Sessions. HCFA, the
Socid Security Adminigtration (SSA), and
the Health Resources and Services
Adminigration are jointly sponsoring five
regiond training sessons on dud digible
partnership opportunities and socia
marketing techniques that can be employed
in outreach and enrollment campaigns for
the dud digible population.

Print Projects. In July 1999, HCFA made
funds available to States, working in
partnership with local beneficiary groups,
ether to conduct atargeted mailing of
shortened mail-in gpplications or to print
and supply sufficient amounts of materids
needed for outreach to potential dual
eigiblesto loca community groups (or
both).

Website. HCFA’s new Dud Eligible web

page at
http://www.hcfa.gov/medicaid/dehmpg.htm

became active in April 1999. The Website
serves as aresource for beneficiaries and as
adearinghouse of information for
individuds working with the dud digible
population.

SSA Demonstration. HCFA worked with
SSA on the design of ademondiration to test
various modds of SSA participation in the
enrollment process for dud digibles. The
demondtration was implemented in seven
States beginning in March 1999.

Direct Outreach. In January 1999,
potentidly digible Medicare beneficiariesin
New Y ork, Michigan, and Texas received a
“Good News’ |etter and a brochure from
HCFA, describing dudly eligible options.




We worked closely with these three States to
pilot test new print materials and hired a
contractor to evauate the effectiveness of the
project.

As part of aFY 2000 and FY 2001 GPRA
measure, we will continue to facilitate and
support partnership development at the
State/community leve through technica
assigtance, training, and tool development.
Additiondly, we will set enrollment targets
and will work to refine the Leads Data thet is
currently used to identify potential
beneficiaries, and we will explore other data
sources that could be used to identify
potentia beneficiaries.

Ddinking Medicaid and Temporary
Assistance for Needy Families (TANF)

The Persond Respongbility and Work
Opportunity Reconciliation Act of 1996
(PRWORA) has enabled States to expand
hedth care coverage digibility and help more
low-income people make the trangtion from
welfare to work. While PRWORA broke the
link between cash assistance programs and
igibility for Medicad, it dso explicitly
guaranteed that children and families who
would have qudified for Medicaid through
receipt of cash assstance would continue to
be digible for Medicaid.

Ovedl nationd datistics on Medicad
enrollment are encouraging, but thereis
variation among States. The most recent
datistics show that totd Medicaid enrollment
is about the same now asit was before
welfare reform. However, we know that
many eligible families are not enrolled, and we
are concerned about ingtances in which State
practices have resulted in digible individuals
losing hedlth care coverage.
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We have taken a series of actions to ensure
that States comply with the PRWORA and
address itsimpact on Medicaid enrollment.
Most recently, we indructed al Statesto
review Medicaid terminations and re-enroll
improperly terminated individuas. We also
asked States to ensure that their computer
systems and digibility processes have been
modified so that families digible for Medicad
do not inappropriately lose coverage when
their digibility for cash assstance ends.

We have taken and are continuing to take
severd stepsto help States adjust to the
changes and address specific Stuationsin
which digible individuas were denied
Medicaid coverage. We are working with
States to find new ways to reach children and
families outsde, as wdl asthrough, the
welfare system. Our effortsto help States
address these types of concerns began shortly
after the PRWORA was enacted.

Helping States ensure thet dl digible
individuas are enrolled in Medicaid and
SCHIPisan integrd part of making welfare
reform work. Hedlth care coverageis critica
in helping families work towards
sdf-aufficiency. Many States are addressing
the chdlenges associated with changing
digibility rules and sysems, and some have
developed promising new srategies for
ensuring that children and families who are not
receiving cash assistance are properly
evauaed for Medicaid digibility.

Ticket to Work

During 1999, HCFA's Office of
Legidation worked extensvely in the
legidative development of the hedlth
provisons of the Ticket to Work and Work
Incentives Improvement Act of 1999
(TWWIIA). This Act, which offers

Medicad



digibility to working individuds with
disabilities and establishes two new HCFA
grant programs worth more than $400 million
over thefirst Sx years, was sgned into law in
December 1999. As aresult, during FY 2000,
we will face the chalenges of implementing
TWWIIA, adding sgnificantly to the multitude
of activities managed by the Agency.

The Olmstead decision: Assuring access
to community living for the disabled

InJune 1999, in Olmstead v. L. C., the
U.S. Supreme Court ruled that under the
Americans With Disahilities Act (ADA),
unjudtifiable indtitutiondization of a person
with adisability who (with proper support)
can live in the community, is discrimination.
The Court said that States are obliged to
“make reasonable modificationsin policies,
practices, or procedures when the
modifications are necessary to avoid
discrimination on the badis of disability, unless
the public entity can demondtrate that making
the modifications would fundamentdly dter
the nature of the service, program or activity.”

In accordance with that Court ruling, we
developed guidelines for State Medicaid
directors on how to make their programs
responsive to the desires of disabled persons
to live in appropriate community-based
Settings. In our guidance letter to State
Medicaid Directors, we reminded States that
they have an obligation under Medicaid to
periodicaly review the services of dl resdents
in Medicaid-funded indtitutions. The letter lso
reminded States that they may choose to
utilize their Medicad funds to provide
gppropriate servicesin arange of settings
from indtitutions to fully integrated community
support. We urged States to develop
comprehensve working plans to strengthen
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community service systems and to actively
involve people with disabilities and their
familiesin the design, development and
implementation of such plans Weaso
encouraged States to take steps to prevent
future ingppropriate indtitutionalization of
persons with disabilities and to assure the
avallability of community-based services,

In addition to continued technical assistance
to States, we will review relevant Federd
Medicad regulations, policies and previous
guidance to assure that they are compatible
with requirements of the ADA and Olmstead
decison and that they facilitate States' efforts
to comply with the law.

Demonstrations

Aswith Medicare, we have found that
demondtration projects are a vauable way to
test new payment, delivery, and coverage
models. In the case of Medicaid, program
changes are tested under waivers of program
rules. HCFA has the authority under various
sections of the Socia Security Act to grant a
waiver of Medicaid rulesto a State in order
to dlow experimentation with digibility
expansons, benefit packages, or delivery
systems. In 1999, nearly 20 States had large-
scae demondtrations with waiversin place
to alow experimentation in these aress.*
Adde from the waivers associated with
these large demondtrations, almost every
State in the Union and the Didtrict of

4 We meet our fiduciary obligations by
requiring that the demonstrations be budget
neutrd: a State's expenditures under the
demondration shal be no more than they
would have been without the demondiration.



Columbia has some form of waiver authority
in place.

PROMOTING HEALTH CARE QUALITY AND
INSURANCE SECURITY FOR ALL AMERICANS:
SURVEY AND CERTIFICATION, CLIA, AND
HIPAA

Through our survey and certification of
hedth care fadilities, our regulation of the
clinical laboratory industry, and our activities
under the Hedlth Insurance Portability and
Accountability Act, we affect the hedlth care
received by practicaly every American.

Survey and Certification

The State Survey and Certification program
ensures that entities providing hedth care
services to Medicare and Medicaid
beneficiaries meet Federd hedth, safety, and
quaity sandards. Entities covered include
hospitds, nurang homes, home hedth
agencies, end-stage rend disease facilities,
hospices, and many other facilities serving
Medicare and Medicaid beneficiaries. We
contract with survey agenciesin each State to
perform initia ingpections of providers who
request participation in the Medicare program
and to perform periodic recertification of
hedlth care providers. Staff from HCFA's
Central and Regiond Offices provide training
and monitor the consstency and quality of
State surveys.

Compliance with the Medicare conditions of
participation can aso be demongtrated
through accreditation by a nationd accrediting
body whose standards and survey process
have been determined to be as stringent as
HCFA's requirements. We monitor the
performance of accreditation organizations
and the continued equivaence of their
standards using documentation and
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natification requirements, comparability
reviews, surveys (or inspections) of
accredited providers conducted by State
survey agency or Federd surveyors, and
on-gte reviews.

The Nursing Home I nitiative

HCFA’s July 1998 Report to Congress on
the effectiveness of the current system of
survey and certification in nurang homes
nationally suggested that we needed to do
more to improve the care that resdents
receive. In 1999, we continued to implement
the following activities

*  focusing on preventing bedsores,
malnutrition and resident abuse by
increasing the survey sample sze of
resdents, ensuring that facilities have an
abuse prevention system, placing a
repository of best practice guiddines for
at-risk resdents on HCFA’s Website and
launching related educationa
campaigns,

*  daggering or otherwise varying the
scheduling of surveys to reduce the
predictability of surveyor vigts,

*  taking fagter action to sanction afacility
found to have serious noncompliance, or
when it has a higtory of termination from
our programs, or any other time when
HCFA or the State believes immediate
action iswarranted;

*  ingpecting problem facilities twice as
often (with no decrease in ingpections of
other facilities), so that persstent
problems can be addressed quickly;

*  collecting fines of up to $10,000 from
facilities when sngle deficient practices



have been found or deficient events have
occurred;

*  requiring that complaints aleging harm to
residents be investigated within 10 days;

*  pogting survey results on the Internet; and

*  implementing the Minimum Data Set
(MDS) and related systems, which
support the prospective payment system
for skilled nurang facilities and the
development of qudity indicators for
nursing home residents.

Nursing home chain bankruptcies

In 1999, two of the 10 largest national
nursing home chains— Sun and Vencor —
filed for Chapter 11 bankruptcy protection
(and two more — Mariner and IHS — filed
early in 2000). Inthefal of 1999, we
established a protocol to monitor the qudity
of care and quality of life for resdents of
fadilities of these chains.

Issuesrelated to Intermediate Care
Facilitiesfor the Mentally Retar ded
(ICFYMR)

In response to a news report that some of
the deaths of people with developmental
disailities living in Group Homesiin the
Didtrict of Columbia between 1993 and 1999
resulted from abuse, neglect and or
mistreatment, we conducted Federd surveys
of 10 percent of the Digtrict’sICFYMR. We
found that 10 of the 13 facilities surveyed
were out of compliance with program
requirements. In addition, three facilities were
found to have stuaionsin which the
provider’s noncompliance caused, or islikely
to cause, seriousinjury, harm, impairment or
degth to aresident.
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Severd actions were planned in order to
dedl with this Stution in the Didirict and
nationaly. The Didrict was required to
develop a Corrective Action Plan to address
immediate protection of beneficiaries, as well
as how to plan for long term systemic
correction. In addition, the remaining 122
facilities are to be surveyed, and we will
continue to work with the Digtrict to monitor
corrective actions and increase accountability.
We are in the process of drafting a proposed
rule to change the conditions under which
ICFSMR participate in our programs, which
we hope to publish in the fal of 2000.

Implementing the Clinical Laboratory
Improvement Amendments

Congress passed the Clinica Laboratory
Improvement Amendments (CLIA) in 1988
to ensure the accuracy, rdiability and
timeliness of patient test results regardless of
where the tests were performed. HCFA is
charged with the implementation of CLIA,
including laboratory regidration, fee
collection, surveys, surveyor guidelines and
training, enforcement, approva of proficiency
testing providers (entities that test the
diagnodtic ability of labs), accrediting
organizations and exempt States. The Centers
for Disease Control and Prevention (CDC) is
responsible for test categorization and for
evauation of the program’ s effectiveness.

The bulk of our activity in 1999 involved
work with the CDC to develop afinad CLIA
rule that reflects dl comments received and
new technologies that have emerged Snce the
interim rule was published in 1992. During
1999 we also surveyed about 15,000
laboratories, and accrediting agencies
surveyed another 9,000.



For more information about the CLIA
program, visit our Website at
http://www.hcfa.gov/medicaid/clia/cliahome.htm.

Implementing the Health Insurance Portability
and Accountability Act

The Health Insurance Portability and
Accountability Act of 1996 (HIPAA) is
designed in part to protect health insurance
coverage for workers and their families when
they change or lose their jobs. Responsibility
for implementing HIPAA lies with the
Departments of Health and Human Services
(DHHS), Labor, and Treasury. The Act
includes provisions that limit exclusions for
preexisting conditions; that prohibit
employers and insurers from discriminating
against employees and dependents based on
their health status; and that guarantee
renewability and availability of health
coverage to certain employees and
individuals in both the individual and group
health insurance markets.

Over time, Congress has added other
partsto the HIPAA statute. New protections
were for individuals who elect breast
reconstruction in connection with a
mastectomy, and for mothers and their
newborns with regard to hospital lengths of
stay following childbirth. Provisions were
added providing that insurance issued to
group health plans with more than 50
employees that provide both medical/surgical
benefits and mental health benefits may not
impose an aggregate lifetime dollar limit or
annual dollar limit on mental health benefits
that isless than such alimit on
medical/surgical benefits.

The “ Administrative Simplification”
provisions of HIPAA direct DHHS to adopt
national electronic standards for automated
transfer of certain health care data between

HCFA Annual Report, page 31

health care payers, plans and providers.
HIPAA seeks to ssimplify and encourage the
electronic transfer of data by replacing the
many nonstandard formats currently used
nationally, with asingle set of electronic
standards that would be used throughout the
health care industry. HIPAA also requires
the establishment of standards for the
security of electronic patient information in
computer systems throughout the health care
industry. HCFA isleading the development
of these standards.

| nsurance mar kets

Policy. We spent 1999 working
intensively on regulations needed to
implement provisions of HIPAA, culminating
athree-year effort to craft ajoint rule that
implements changes to the Public Health
Service Act, ERISA, and the Internal
Revenue Code. We also made substantial
progress toward completing the final
regulation on the HIPAA provisions relating
to preexisting condition exclusions, specia
enrollment, and related rules.

Monitoring and enforcement. We
completed review of States ability to
substantially enforce HIPAA related
provisions. Finding 21 States that appear to
have enacted no law with respect to one, two
or all three HIPAA related provisions, we
are preparing to directly enforce HIPAA
related provisions in States that do not have
or do not quickly enact appropriate laws. We
also completed an analysis of State laws with
regard to provisionsin theinitial HIPAA
legislation and began the process of focusing
on potential problems with key provisionsin
individual Statesin order to determine
whether those potential problems represent a
failure to “substantially enforce” such
provisions.



We have dso engaged in market
examinations. In those States where we are
responsible for direct enforcement of the
insurance reform provisons, we are
conducting reviews of insurance carrier
procedures and practices.

Outreach and Education. Because HIPAA
islittle known and little understood, we felt it
was important to focus on outreach and
education. We held an advocacy and
outreach conference in April 1999 to help us
identify better tools for making the public
aware of HIPAA and the protectionsiit
provides. We devel oped a consumer-oriented

Website at
http://www.hcfa.gov/medicaid/hipaa/default.asp

to help individuas understand their insurance
options and rights under HIPAA. We dso
developed and distributed informationd
brochures for the individua and group
markets.
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For further information on the insurance
aspects of HIPAA, vist our Website
http://www.hcfa.gov/medicaid/hipaa/default.asp.

Administrative Smplification

Proposed rules related to transactions and
coding, aNationa Provider Identifier, a
Nationa Employer Identifier, and security
were published in 1998, and a proposed rule
related to privacy was published in November
1999. We hope to have fina rules for these
parts of adminigrative Smplification toward
the end of CY2000. Proposed rulesfor a
National Hedlth Plan Identifier and for daims
atachments are dill in development, and the
rule for aNationd Individud Identifier ison
hold pending the completion of the Privacy
regulaion in the fal of 2000.

For further details about the adminigtrative
amplification aspects of HIPAA, vist
Websites http://aspe.os.dhhs.gov/admnsimp/
and http://iwww.hcfa.gov/medicare/edi/edi.htm.
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CHALLENGESFOR THE COMING YEAR

Ithough we are proud of what we

accomplished during 1999, it is

clear that much remains to be done.
Welivein aworld in which economic, socid,
demographic, and technologica forcesarein
acontinud date of change, and we must be
not only prepared to react to changes but to
anticipate them. Even in the absence of
change, there is dways room for usto
improve upon our performance.

The Department’ s Office of Inspector
Generd (OIG) and the Generd Accounting
Office (GAO) each have respongibilities for
evauating our performance. Through
testimony, audits and reports, they have
commented on specific aspects of our activity
during the past year. We share their concern
that our programs be administered in a
prudent, responsible, and accountable way, to
minimize the threet of wasteful or fraudulent
gpending and maximize the respons veness of
those programs to the needs of beneficiaries.

The GAO issued 61 reportsin FY 1999
related to HCFA and its programs. They
spoke and wrote of the “unprecedented set of
chdlenges’ that HCFA was facing, among
which were the substantial new authorities and
programmetic respongibilities added by BBA,
HIPAA, and BBRA to HCFA’s ongoing
management of Medicare and Medicaid.
GAO auditors have reported on the
immediacy and resource demands associated
with meeting Y 2K computer systems,
financid management and Medicare fee for
sarvice dams adminigration; as well asthe
issue of HCFA's aging workforce.

GAO reports generaly addressed two
broad sets of issues: coverage and outreach,
and program management. In addition,
consderable GAO oversght and testimony
was devoted to HCFA's activities related to
the Y 2K problem. In terms of coverage and
outreach, GAO reports covered awide range
of issues. Some related to the effectiveness of
programs in reaching target populations.
Others addressed managed care issues. Still
others dealt with potentia coverage or

program expangon.
For acomplete listing of GAO reports and
testimony related to HCFA and our

programs, vist the GAO Website at
http://www.gao.gov.

The OIG dso has reported anumber of
concerns regarding HCFA and its programs.
These concerns fal into a number of broad
aress.

*  Fnancid control issues, such as misuse of
contractor funds and weaknessesin
financid systems and clams processing;

*  Payment issues, such as excessve
reimbursement for equipment and supplies
and spending for medicaly unnecessary
and incorrectly coded services.

*  Implementation of Balanced Budget Act
provisons, especialy delayed reforms,
such as consolidated billing in nursing
homes, home hedlth prospective
payments, and the ambulance fee
schedule.



*  Quadlity of carein nurang homes, induding
bed sores, accidents, and nutrition
problems.

For more on the OIG and itsinteractions
with HCFA, vist the OIG Webdste at
http://www.hhs.gov/progorg/oig/.)

We concur with many of the concerns
raised by the GAO and by OIG. We hope to
work with Congress to address the legidative
obstacles to nimble and prudent program
management, and we are working diligently to
address those issues for which resolution is
under our control. Where we differ with the
GAO or the OIG regarding the severity of
some of their concerns, we will work with
them to resolve our differences.

All of our ectivities are infused with a
heightened awareness of changein the larger
health care environment in which we operate,
and of the need for flexible responses to those
changes. In the years ahead, HCFA will need
to carry out its mandate to ensure access to
high qudity hedth care for the ederly,
persons with disabilities, and certain
low-income populationsin this changing
environmen.

Combining our concerns with those of OIG
and GAO, we have developed a set of gods
for the coming year to do just that.

Fight Fraud and Abuse

Thisis our top priority, and our planswere
described earlier in this report. We are taking
severa new stepsto further protect
Medicaresfinancid integrity and bring the
claims payment error rate down. Key among
these are efforts to determine an error rate for
every contractor that pays these clams, and
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efforts to help providers document and file
clams correctly.

We aso can expect to see more impact
from the many program integrity efforts that
we initiated this past year through our
comprehensive program integrity plan and
other steps. We hired specia contractors to
focus solely on preventing improper
payments. We greetly strengthened contractor
oversght through tighter performance
evauation standards, nationa evauation
teams, and mandatory corrective action plans.
And we continue to seek contracting reform
legidation so we can use the same contracting
rules as other government agencies and
expand the range of firms cgpable of serving
Medicare and protecting taxpayer dollars.

We are aggressively addressing financid
management issues identified by us, the OIG,
GAO, and independent accounting firms with
which we have contracted. Most of these
issues have their roots in the system
established in the 1965 Medicare law,
whereby Medicare must contract with private
hedlth insurance companies to process and
pay clams. We have made sgnificant
progress, and we have an ambitious array of
actions dready planned or underway that are
consistent with the GAO report's
recommendations. We are determined that
Medicare and its contractors meet the same
high standards of accounting required of
major private sector corporations.

Improve Oversight, Management and
Accountability

Our second priority isimproving oversight,
with a specid focus on Medicare contractors
and State survey and certification programs.
Problems with hedth care qudity in many



nursing homes have led to changesin how
HCFA monitors nurang homes, including
targeting those with problems for more
vigorous oversight.

Other godsin this areainclude fighting fraud
and abuse, reducing payment errorsin the
Medicare program, achieving agency gods
under GPRA, and completing the
implementation of recent legidation.

I mprove Responsivenessto Congress
and the Public

For example, we will work to improve the
Nationad Medicare Education Program which
informs Medicare beneficiaries about their
hedth plan choices. We are streamlining the
process for responding to inquiries received in
our centrd office. And we are implementing
toll-free numbers for providersto cal with
their questions about Medicare coverage and
payments.

Enhance Beneficiary Focus

HCFA will continue to work with the States
to address Medicaid enrollment issues that
have surfaced as aresult of welfare reform.
We will dso work with States to expand
community-based care for people with
disabilities as aresult of the Olmstead court
case. We will work with States to improve
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SCHIP outreach to digible families. And we
will work to improve qudity through the
medicd error reporting initiatives.

Develop Strategiesfor the Future

We will publish the Medicare coverage
criteriaand indtitutiondize the new Medicare
coverage advisory committee process. We
will provide leedership for Medicare
modernization, including the new Medicare
outpatient prescription drug benefit and
market-based approaches to purchasing. We
will conduct research on the next generation
of payment methodologies. And we will
improve the security of information systems.

About 40 percent of HCFA saff are
expected to retire within the next 10 years,
the agency will need to focus on recruiting
new gtaff and improving the retention and
training of exiging saff through career
development activities. We have prepared a
five year HCFA-wide Strategic plan for
human resources that includes HCFA's
human resources misson, vison, operating
principles, performance gods and Strategies,
and a methodology for adminigtering the plan.
We are in the process of sharing the HR plan
with our stakeholders, and we are preparing
operating plans to specify the actions needed
to meet our performance goals.
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HCFA ASAN ORGANIZATION

he Hedth Care Financing

Adminigration (HCFA) was crested

in 1977 to bring together, under one
leadership, the two largest Federd hedlth care
programs — Medicare and Medicaid. With
the crestion of HCFA, certain adminigtrative
and programmatic efficiencies were
anticipated, such as the opportunity to
edtablish uniform conditions of participation
for facilities under both Medicare and
Medicad.

During the two decades since HCFA was
established, the Agency’ s satutory mission
has grown beyond administration of Medicare
and Medicaid. It now includes respongbility
for Federd oversght of clinical |aboratories,
oversght of Medigap insurance, and
individua and smdl group market hedlth
insurance regulation. In addition, HCFA now
administers SCHIP, to expand hedlth
insurance coverage to low-income children.

HCFA accomplishes its mission by working
with and through others. Capable asthey are,
our employees are only asmall portion of a
large, complex network that makes our
programs work successfully. HCFA
employees, HCFA agents, other DHHS
Agencies, other Federd Agencies, States,
territories and Tribes, providers of care,
beneficiary and consumer organizations,
accrediting bodies, researchers, and others
work together to help ensure that our
beneficiaries have access to high qudity care.
Our &hility to accomplish many of our
srategic goas and objectives and
performance godsisintricately related to and

dependent upon the performance of different
components in this complex network.

Our operating principles cal for usto
become a“nimble’ organization, and interna
assessments suggest that we have made
progressin that direction. In 1999, HCFA
was one of 46 agenciesto participatein a
survey of Federal employees conducted by
the Nationd Partnership for Reinventing
Government (NPR) and the Office of
Personnel Management. The NPR survey
assesses large agency organizationd changes,
especidly in rdation to ther efforts to reinvent
their operations. It helps usto identify areas
where we may need to improve to better
serve our customers and employees and
improve our overall operations.

The 1999 results for HCFA were extremely
pogitive and show that we as an organization
made sgnificant progress during the year.
Employees reported greater satisfaction in the
aress of teamwork, working collaboratively
with our union partners, increesing the
attention and resources devoted to employee
rewards and recognition and employee
training and development, and addressing job
satisfaction-related concerns (i.e., quaity of
worklife and flexibility to accomplish misson
results). However, thereis dtill progressto be
meade in these important areas. We have
developed a 1999 Improvement Strategy, in
which we will focus on employee training and
development and on employee performance
— more specificaly, ensuring that our
employees understand what we expect of
them in rdaion to our misson, and taking



corrective action early to assst employeesto
meet those expectations.

SIZE AND STRUCTURE

Direct Employment at HCFA in Cadendar

Y ear 1999

Number of Full-

and Part-time
Location Employees
All Locations 4,623
Batimore, MD 2,841
Washington, DC 168
Region I: Boston, MA 150
Region II: New York, NY 162
Region I11: Philadelphia, PA 150
Region IV: Atlanta, GA 208
Region V: Chicago, IL 227
Region VI: Ddlas, TX 170
Region VII: Kansas City, MO 142
Region VIII: Denver, CO 110
Region IX: San Francisco, CA 177
Region X: Sedttle, WA 118

NOTE: Figures are as of December 1999,
and trandate to 4,364 full-time-equivaents
(FTES).

HCFA employs some 4,600 full- and
part-time civil servants and members of the
Commissioned Corps nationwide. As of
December 31, 1999, 2,800 worked in the
agency’s Centrd Office, located in
Woodlawn, Maryland, about three miles west
of Bdtimore. The remaining employees were
located in the DC office and in our 10
regiond offices.

In 1997, we restructured the agency in
response to a changing hedth care
environment. The new dructure dlows usto
be more proactive in meeting the needs of our
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beneficiaries and partners. We met with a
broad range of agency customers and
stakeholders, and decided that our
organizationa structura mode should be
redesigned to better serve HCFA's primary
customers. The new modd reflectsthe
recognition that the driving force behind
current changes in the nation’s hedth care
system are not internd to the agency, but
externa. Using the audience modd, HCFA is
structured around three externd audiences:
beneficiaries, hedth plans and providers, and
States.

HCFA'’ s Executive Council is collectively
respongble for the successful operation of
HCFA programs. Composed of the senior
leadership of the agency’ s various
components, it determinesthe HCFA's
program and operationd gods and the means
of achieving them. It allocates resources
throughout the agency within existing
legidative condraints. It establishes
performance standards and measures of all
HCFA programs and monitors the agency’s
operations to assure that they are being met.

The Center for Beneficiary Services (CBS)
isthe principa operating component explicitly
dedicated to understanding and meeting the
needs of its beneficiaries. CBSisaso
responsible for Medicare contractor
management, induding leading the
development of along-term contractor
Strategy to ensure that future Medicare
program contracts dign with the misson and
needs of the agency.

The Center for Hedlth Plans and Providers
(CHPP) isresponsble for purchasing hedlth
care under the Medicare program. It has
policy responghbility for defining the Medicare
benefits and
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establishing the prices to be paid under
Medicarefor dl services. Itisdso
responsible for ensuring that these policies are
successfully implemented through daims
processing and provider education efforts.
This Center plays akey role in managed care
payment and oversight.

The Center for Medicaid and State
Operations (CMS0) is responsible for
program functions involving contact with
States. Thisincludes Medicaid and SCHIP
policy and operations activities, Medicaid and
Medicare survey and certification operations,
and ectivities under CLIA and HIPAA.

The Office of Clinica Standards and Quality
(OCQ) isthe component responsible for
HCFA policy on clinica coverage issues,
technology assessments, clinical quality

standards, and conditions of participation. It is
aso respongble for managing the work of the
Peer Review Organizations and End Stage
Rena Disease networks.

The Office of Communications and
Operations Support (OCOS) is responsible
for managing the myriad program operations
support activities common to the agency
components. This includes such functions as
the Executive Secretariat, the clearing and
issuing of regulations, preparing manuds and
other policy ingtructions, and coordinating
agency correspondence and public affairs.

The Office of Interna Customer Support
(QICS) isrespongble for planning for and
providing the physca and adminidrative
support the agency needs to operate
effectively. Thisincludes the entire range of



human resource activities, contracting and
grants, facilities management, and
adminigrative services.

The Office of Financid Management
(OFM) hasthe overdl responghility for the
agency’ sfinancid planning and management
activities and the fiscd integrity of HCFA
programs. Thisincludes al budget activities,
cash management, control of dl
disbursements, and program integrity
operations and enforcement.

The Office of Information Services (OIS),
headed by the Chief Information Officer, is
responsible for al the mgor program data
and data infrastructure needs of the agency.
This includes information resource
management planning and oversight, the
complete hardware infragtructure, and all
central databases.

The Office of Strategic Planning (OSP) is
responsible for developing and managing the
long-term strategic planning for the agency.
OSP ga&ff perform environmental scanning,
identifying, evduating, and reporting emerging
trends in hedth care ddivery and financing
and their interactions with agency programs.

The Office of Legidation (OL) is
responsible for current legidative policy and
interactions with Congress and congressiona
gaff.

The Office of the Actuary (OACT) is
responsible for actuarid projections and
related services, and prepares annua reports
to Congress for the Medicare Board of
Trustees. Staff prepare various national health
datigtics, and set Medicare premium and
payment rates.
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The Office of the General Counsd (OGC)
provides afull range of legd servicesto the
Department of Health and Human Services
agencies and its programs.

The Office for Equa Opportunity and Civil
Rights (OEOCR) is staffed separately to
highlight the agency’ s commitment to a
diverse workforce and equa opportunity for
al HCFA employees.

The Press Office, headed by the agency’s
chief press spokesperson, is responsible for
coordinating dl externa news media contact,
through press releases, pressinquiries and
responses.

Regiond activities are formaly grouped into
four consortia headed by Consortium
Adminigrators who st on the Executive
Council. Regiond Offices are repongble for
adminigrating HCFA programs and
implementing nationd policy a the regiond
level. Each region participatesin developing
new policy and improving existing policy.
Regiona Offices serve as principa HCFA
contacts for many of HCFA'’s partners and
contractors.

M EDICARE CONTRACTORS

Since the inception of Medicare, HCFA has
contracted out the performance of the
Medicare program’ s front-line operationa
functionsto a set of contractors known as the
Medicare intermediaries and carriers. In
addition to making determinations on
Medicare claims, these contractors perform a
wide range of related benefit adminigtration
functions. At present, there are 33 Medicare
intermediaries, including many Blue Cross
Blue Shidd (BCBS) companies that
subcontract through the nationd BCBS



Associaion. HCFA contracts directly with
the 22 Medicare carriers.

Claims workloads have incressed
dramatically. For example, carriers processed
721 million damsin FY1999, and fisca
intermediaries processed 147 million clams.
These figures are more than double the 347
million and 63 million dams, respectively,
processed in FY 1989.

At the same time, the unit cost of processing
aclam has dropped. Thisreduction is
attributable, in part, to technological advances
and to improved business processes (such as
the ectronic data interchange). But given the
rapid pace of changein the nature of the
business, we share concerns voiced by GAO
that with HCFA running Medicare“on a
shoestring ... too great amismatch between
the agency's adminidtrative capacity and its
designated mandate could leave HCFA
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unprepared to handle Medicare's future
population growth and medica technology
advances.”®

BUDGET

HCFA’s annud budget placesit among the
largest businesses in the world. With annua
costs of $341 hillion, our programs channel
one out of every three dollarsin the U.S.
hedlth care market, and our presence
influences the other two dollars. Our financing
isamix of premiums, payroll taxes, income
tax revenue, and user fees, reflected in tables
showing our financia operation in FY 1999.

*Medicare: 21st Century Challenges
Prompt Fresh Thinking About Progrant's
Administrative Structure
(GAOIT-HEHS-00-108), May 4, 2000.
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HCFA Consolidated Statement of Net Cost Fiscal Y ear 1999
(Millions of Dallars)

Viedicare|Mesicaid | and | COneoited
others Totds
Net Cost of Operations 184,501| 109,014 537 294,052
Program Costs 200,984| 108,896 522 310,402
Medicare Insurance Claims and Indemnities
Fee for service 163,626 163,626
Managed Care 37,358 37,358
Medicaid and SCHIP Grants and Subsidies 108,896 522 109,418
Adminigrative Cogts 2,773 116 7 2,896
Personal Services and Benefits 1,284 21 4 1,309
Contractua Services 1,387 87 3 1,477
Other 102 8 110
Bad Debts and Writeoffs 1,533 1 1,534
Other Costs 775 1 147 923
Less Earned Revenues 21,564 139 21,703
Total Financing Sources 214,251| 109,016 574 323,841
Appropriations Used 69,846| 108,897 522 179,265
Employment Tax Revenue 131,519 131,519
Interest on Trust Fund Investments 12,349 12,349
Other Revenues and Financing Sources 537 119 52 708
Net results of Operations 29,750 2 37 29,789

SOURCE: HCFA Financia Report, Fiscal Year 1999




